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Abstract 
The paper presents evidence that the recent test score decline is signaling a significant deterioration in 
the quality of entering cohorts of workers. The test score decline which began around 1967 was roughly 
equal to the learning that takes place in 1.25 years of high school. Analysis of PSID data reveals that, if 
errors in measurement are accounted for, a 1.25 grade level equivalent decline in adult test score lowers 
wage rates by 7.1 percent when years of schooling are controlled. In addition, studies of the productivity 
of workers doing the same job find that a fall in academic achievement lowers productivity significantly 
more than it lowers one's relative wage rate. 
This deterioration in the quality of the output of the educational system is historically unprecedented. 
Prior to 1967, student test scores had exhibited almost 50 years of uninterrupted improvement. Between 
1942 and 1967 scores on tests given to Iowa high school seniors rose .75 grade level equivalents per 
decade. The men who fought in WWII scored about 3 grade level equivalents (.73 standard deviations) 
higher than WWI recruits on the Army Alpha test even though they had on average only two additional 
years of schooling. Furthermore, scores on I.Q. tests given to random samples of children and adults had 
been rising 3.1 IQ points per decade. 
New estimates of the quality of the work force are developed which take into account improvements in 
the quality as well as the quantity of education. Improvements in the cultural environment and the quality 
of education contributed .35 percent per year to the growth of labor quality between 1948 and 1973. Their 
contribution to labor quality growth declined subsequently to .259 percent per year between 1973 and 
1980 and .I39 percent per year in the 1980s. If the test scores of high school graduates had continued to 
grow after 1967 at the rate that prevailed in the previous quarter century, labor quality would now be 4.8 
percent higher and GNP 3.2 percent or $142 billion higher. The labor quality shortfall is projected to be 9.1 
percent in the year 2000 and 11 percent in 2010. Discounted to 1987 at a real discount rate of 6 percent, 
the forecasted total cost through the year 2010 of the test score decline is estimated to be $5.24 trillion. 
Large as these effects are, one cannot blame the slowdown in productivity growth on the test score 
decline. The timing is wrong. Teenagers play only a minor role in the economy, so a decline in their test 
scores cannot account for a simultaneous drop in productivity growth. The effects of the test score 
decline on the economy had to wait until the cohorts affected had become a major share of the work 
force. Thus it is in the 1980s that the test score decline is having its major impact. The rebound in 
productivity growth that was forecast for the 1980s has not occurred and the test score decline is in part 
responsible. 
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Growth Rate Indices Level Indices
Year 12 or College Graduate 12 or Graduate Aggre-
Fewer Educated Educated Aggregate Fewer College Education gate(~tJ (E2ctJ (E2vt) (EQtJ (~tJ (EQct) . (E2vt) (EQt)
1966 .01039 .01781 .01541 .01252 .3447 .5403 .5158 .3891
1967 .01019 .01852 .01583 .01265 .3549 .5588 .5316 .4017
1968 .01004 .01928 .01622 .01284 .3650 .5781 .5478 .4146
1969 .00932 .01854 .01538 .01215 .3743 .5966 .5632 .4267
1970 .00847 .01884 .01468 .01168 .3827 .6154 .5779 .4384
1971 .00871 .01834 .01331 .01167 .3915 .6338 .5912 .4501
1972 .00941 .01894 .01194 .01219 .4009 .6527 .6031 .4623
1973 .00845 .01675 .01077 .01096 .4093 .6695 .6139 .4732
1974 .00754 .01507 .00997 .01000 .4169 .6845 .6239 .4832
1975 .00681 .01376 .00974 .00931 .4237 .6983 .6336 .4925
1976 .00585 .01285 .00977 .00855 .4295 .7111 .6434 .5011
1977 .00477 .01163 .01002 .00766 .4343 .7228 .6534 .5087
1978 .00373 .01017 .01036 .00673 .4380 .7329 .6638 .5155
1979 .00278 .00820 .00964 .00553 .4408
_~741J .6734 .5210
1980 .00296 .00722 .00911 .00527 .4438 .7484 .6825 .5263
1981 .00436 .00642 .00815 .00564 .4481 .7548 .6907 .5319
1982 .00505 .00721 .00719 .00615 .4532 .7620 .6978 .5380
1983 .00528 .00620 .00656 .00582 .4585 .7682 .7044 .5439
1984 .00397 .00562 .00648 .00499 .4624 .7738 .7109 .5489
1985 .00375 .00470 .00679 .00460 .4662 .7785 .7177 .5535
1986 .00335 .00432 .00693 .00430 .4695 .7828 .7246 .5578
1987 .00338 .00393 .00682 .00415 .4729 .7867 .7314 .5619
1988 .00383 .00444 .00681 .00455 .4767 .7912 .7382 .5665
1989 .00432 .00479 .00679 .00490 .4810 .7960 .7450 .5714
1990 .00457 .00473 .00690 .00501 .4856 .8007 .7519 .5764
1991 .00546 .00506 .00694 .00555 .4911 .8058 .7588 .5819
1992 .00628 .00564 .00695 .00615 .4974 .8114 .7658 .5881
1993 .00630 .00557 .00772 .00626 .5037 .8170 .7735 .5943
1994 .00657 .00588 .00861 .00665 .5102 .8229 .7821 .6010
1995 .00703 .00653 .00938 .00723 .5172 .8294 .7915 .6082
1996 .00739 .00731 .01007 .00780 .5246 .8367 .8016 .6160
1997 .00750 .00791 .01040 .00813 .5321 .8446 .8120 .6241
1998 .00801 .00942 .01098 .00902 .5401 .8540 .8230 .6332
1999 .00785 .00944 .01123 .00900 .5480 .8635 .8342 .6422
2000 .00839 .01012 .01170 .00958 .5564 .8736 .8459 .6518
2001 .00831 .00988 .01203 .00951 .5647 .8835 .8579 .6613
2002 .00921 .01092 .01239 .01037 .5739 .8944 .8703 .6716
2003 .00898 .01080 .01286 .01030 .5829 .9052 .8832 .6819
2004 .00941 .01157 .01336 .01086 .5923 .9168 .8965 .6928
2005 .01007 .01270 .01393 .01169 .6024 .9295 .9105 .7045
2006 .01064 .01342 .01423 .01227 .6130 .9429 .9247 .7167
2007 .01056 .01332 .01397 .01215 .6236 .9562 .9387 .7289
2008 .01100 .01368 .01403 .01250 .6346 .9699 .9527 .7414
2009 .01084 .01310 .01416 .01223 .6454 .9830 .9669 .7536
2010 .01097 .01346 .01452 .01249 .6564 .9965 .9614 .7661
